Optimal Consumption Choices for a ‘Large’ Investor by Cuoco, Domenico & Cvitanić, Jakša
University of Pennsylvania
ScholarlyCommons
Finance Papers Wharton Faculty Research
1998





Follow this and additional works at: http://repository.upenn.edu/fnce_papers
Part of the Econometrics Commons, and the Finance and Financial Management Commons
This paper is posted at ScholarlyCommons. http://repository.upenn.edu/fnce_papers/394
For more information, please contact repository@pobox.upenn.edu.
Recommended Citation
Cuoco, D., & Cvitanić, J. (1998). Optimal Consumption Choices for a ‘Large’ Investor. Journal of Economic Dynamics and Control, 22
(3), 401-436. http://dx.doi.org/10.1016/S0165-1889(97)00065-1
Optimal Consumption Choices for a ‘Large’ Investor
Abstract
This paper examines the optimal consumption and investment problem for a ‘large’ investor, whose portfolio
choices affect the instantaneous expected returns on the traded assets. Alternatively, our analysis can be
interpreted in terms of an optimal growth problem with nonlinear technologies. Existence of optimal policies
is established using martingale and duality techniques under general assumptions on the securities' price
process and the investor's preferences. As an illustration of our characterization result, explicit solutions are
provided for specific examples involving an agent with logarithmic utilities and a generalized two-factor
version of the CCAPM is derived. The analogy of the consumption problem examined in this paper to the
consumption problem with constraints on the portfolio choices is emphasized.
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